We examine the relation between managerial ability and firm performance during the 2008 global financial crisis. We find that managerial ability is positively associated with firm performance. Firms with better management ability invest more during the crisis period, generate greater profitability and issue more debt when profitability is not adequate. Finally, managerial ability is negatively associated to information asymmetry. Overall, these results are consistent with the view that managerial ability enhances firm performance, reduces underinvestment, improves profitability / borrowing capacity and reduces information asymmetry.
Introduction
Understanding how to improve firm performance has been a major part of finance research in all times. One way that attracted the interest during the last decade is the management ability. Prior literature is elaborating on the importance of management quality and as this strand of the literature enriches.the relation between management ability and firm performance becomes clearer.
In this study we investigate the relation between management ability and firm performance during the 2008 global financial crisis. The crisis is an exogenous event and therefore focusing on the relation between managerial ability prior to the crisis and firm performance during the crisis largely alleviate endogeneity concerns that can arise in a panel data setting. More specifically, we hypothesize that firms with higher managerial ability exhibit less negative crisis performance. During the financial crisis firms with limited resources may suffer from underinvestment (Campello et al. 2010) due to lower available resources for investment opportunities (Ivashina and Scharfstein, 2010) . We argue that managerial ability helps firms to secure more resources during the crisis, either by generating more cash flows from operations or by issuing more debt. Greater resources could be used to relieve firms from underinvestment problems, improving in this respect firm performance.
Managerial ability and in particular, human capital are often regarded as intangible assets of a firm. Higher management ability may relate to more efficient management of day-to-day operations, especially in crisis periods where managerial decision making should have a major impact in firms' performance. Further, higher management ability is likely to relate to projects with larger net present value for a given scale and more ably implementation (Chemanur and Paeglis, 2005) .
Investments, however, require appropriate funding. During a crisis period where funding is constraint, higher managerial ability would positively relate to the successful certification of firm's value to outsiders, thus reducing information asymmetry and enabling firm's to raise more debt for investment purposes.
The recent financial crisis, due to its severity represents an ideal event to investigate the role of management during a crisis period and the relation between management ability and firm performance. The financial crisis cause drying up liquidity given by financial institutions (Ivashina and Sharfstein 2010) as the uncertainty increases and the conservatism of financial institutions dictates higher internal control, highlighting in this respect the importance of managerial ability in alleviating firms' funding problems. Funding problems likely create the conditions for firms to suffer from underinvestment. In this respect, Campello et al. (2010) and Watts and Zuo (2012) argue that the global financial crisis have severe consequences on corporate investment. Accordingly, if managerial ability alleviates funding problems we would expect managerial ability to relate positively to investments.
Our sample consists of firms listed on US stock exchanges during the crisis period. We define two crisis periods: (i) from August 1, 2007 to August 31, 2009 in Watts and Zuo (2012) and (ii) from December 1, 2007 to June 30, 2009 based on the recession periods of the National Bureeau of Economic Research (NBER). We measure pre-crisis managerial ability consistent with Demerjian, Lev and McVay (2012) that compares managers' efficiency, relative to their industry peers, regarding the transformation of corporate resources to revenues. Managerial ability increase when managers generate higher revenues for any given level of resources or, conversely, when they minimize the resources used for a given level of revenues. As an alternative measure of managerial ability we also use industry adjusted historical returns (Fee and Hadlock, 2003) . Consistent with our hypothesis, the results show that firms with better management ability experience less negative stock return performance and more positive operating performance. The results also show that managerial ability is positively related to corporate investment. In addition there is a positive association between managerial ability with firm crisis resources as captured by cash flow from operations and debt issuances. Decomposing corporate resources into its components, the results show a positive relation between managerial ability and cash flow from operation. Interestingly, there is also a positive relation between managerial ability and crisis debt when the firm generates below median cash flow from operations. Finally, since information asymmetry is an important factor of the leverage level we also investigate and find a relation between managerial ability and information asymmetry. In summary, our findings are consistent with the view that managerial ability benefits do manifest in firm performance.
In additional analysis, we investigate alternative explanations of the relation between managerial ability and firm performance. First, we consider the possibility that firms with higher managerial ability are less overvalued prior to the financial crisis. Second, we examine whether firms with higher managerial ability take less risk prior to the crisis. Finally, we also consider whether firms with higher managerial ability exhibit greater agency problems. All three explanations may rationalize why managerial ability is positively associated to firm performance. To assess the robustness of our findings we rerun the analysis after including past return performance as a measure of overvaluation, the volatility of stock returns prior to the crisis as a measure of firm risk and an agency index. Our findings remain qualitatively similar.
This study contributes in the literature by demonstrating how managerial ability translates into greater firm performance. Prior literature provides evidence of a positive relation between managerial quality and initial public offerings (IPOs) performance (Chemanur and Paeglis, 2005) . Similarly, Chemanur, Paeglis and
Simonyan (2009) demonstrate a relation between management quality and financial and investment policies for firms making seasoned equity offerings (SEOs). We build on and extent this literature, by validating relations between managerial ability and firm performance, underinvestment, profitability / borrowing capacity and information asymmetry. The advantage of our analysis is that our sample consist of all firms listed on US stock exchanges alleviating in this respect potential sample selection bias that arises by focusing on sub-samples such as IPOs or SEOs. In addition, our analysis provides inferences during the crisis period which is largely exogenous and thus reduces endogeneity concerns. Finally, rather than utilizing specific CEO characteristics we use a broader and more accurate measure of managerial ability (Demerjian et al. 2012 ).
The remainder of this paper is organized as follows. Section 2 describes the literature review and the hypotheses. Section 3 includes the sample and data measurement, Section 4 the statistical methodology and the empirical results. Section 5 concludes.
Literature review and hypothesis development
2.1 Why management ability enhance firm value? Chemmanur and Paeglis (2005) investigate the relation between management quality and the reputation of a firm's management and various aspects of its IPO and post-IPO performance. They identify positive relations between quality and offer volume, offer characteristics and long term firm performance. Similarly, Chemmanur et al. (2010) find higher performance at seasoned equity offerings (SEOs) in the presence of higher quality management prior to the SEO. They highlight that though in the phase of SEO the asymmetric information problem is expected to be lower than in the phase of IPO, the SEO is typically performed by mature and more complex firms, and the effect of management quality on firm value is expected to be higher than in the IPO stage. Further, the empirical findings support the notion that firms conducting SEOs face lower level of information asymmetry compared to IPO. Regardless of the offer type, whether it is IPO or SEO, a higher level of management quality is associated with less asymmetry. Bertrand and Schoar (2003) refer to top executives as key factors in corporate ongoing activity and especially important in acquisition or diversification decisions, dividend policy, interest coverage and level of capital expenditures. Switzer and Bourdon (2011) find that operating performance is positively associated with management team quality. In particular, they find that operating performance is positively associated with management team quality and such are heterogeneous membership tenure, presence of dominant CEO and MBA holders on top management team. Carmeli and Tishler (2004) tie up managerial ability with performance and present positive relations between resources, capabilities and the performance of industrial firms. They relate to the notion that top management plays a significant role in generating gains for a firm and find that superiority of an industrial enterprise can indeed explain this set of four core organizational resources and capabilities. Switzer and Huang (2007) find positive correlations between human capital characteristics and small and mid-cup mutual fund performance.
Risk management and corporate governance during financial crisis have gained attention recently. Aebi, Sabato and Schmid (2012) investigate whether the presence of chief risk officer (CRO) in executive board of financial institutions and other risk management related corporate governance mechanisms affect the performance of these institutions during financial crisis terms. They find that banks, in which the CRO reports directly to the board of directors perform significantly better in financial crisis, compared to the rest of the banks in the sample. They also relate to corporate governance rules and highlight the importance of "risk-governance" in banks.
Our first set of hypothesis refers to managerial ability and firm returns and is as follows:
H1:
Crisis term firm performance is positively related to the managerial ability of its management
Channels through management ability increases firm value
In the light of the importance of managerial ability, we would like to connect managerial ability with the contribution of managerial ability during crisis term. The uniqueness of crisis term is the financial distress the firm is exposed to. The investment or underinvestment of a firm during crisis terms may be affected by managerial ability, and this topic is the motivation to this paper.
On the one hand, firms with higher managerial ability may raise more funds during crisis terms, as a result of management capabilities and credibility. On the other hand, firms with better management may need to raise fewer funds as they continue to generate cash flow from operations. These firms suffer less from the financial distress consequences and therefore are associated with less underinvestment.
With respect to firm activity during crisis terms, we look at aspects of efficient activity, capital expenditures, availability of resources and ability to issue debt. We extend the analysis of Watts and Zuo (2012) , who look at the 2008 financial crisis and explain crisis period returns and agency costs. They look at accounting conservatism which is measured with the incremental coefficient on negative stock returns. They show that firms with more conservative financial reporting suffer less from negative crisis period shock returns. Our empirical analysis leans on the methodology presented by Watts and Zuo (2012) .
Our second set of hypothesis refers to managerial ability and firms' resources during the crisis period: Higher quality managers serve to signal the firm's value more effectively and, thus, reduce information asymmetry. In addition, more skilled managers are better adept at selecting worthwhile projects for their firms to create higher net present value (NPV).
Chemmanur, Paeglis and Simmonyan (2009) investigate the determination debt level with respect to managerial ability. They refer to the asymmetry of information as a factor in determining the level of leverage. Firms with less information asymmetry tend to prefer issuance of equity, receiving its fair price. The findings of Watts and Zuo reconfirm that accounting conservatism becomes more important when there are greater agency costs and accounting conservatism is translated into enhanced firm and equity values. Better and more reputable managers are able to convey the intrinsic value of the firm more credibly to outsiders, and the expected level of leverage is lower in the presence of better management. Erkens et al. (2012) explore the impact of the 2008 financial crisis in financial firms in 30 countries and conclude that management affects the volume of crisis impact on a firm during crisis term. They find that high level of institutional holdings and independent boards reduce stock returns during crisis, as a consequence of higher risk taken prior to the crisis and higher level of equity raised during the crisis. These two elements reduce returns and transferred wealth from existing shareholders to debt holders, affecting performance during crisis.
The third set of hypothesis refers to the relation between managerial ability and information asymmetry during the period of crisis:
H5:
Crisis term information asymmetry is negatively related to the managerial ability of its management
Data and Variable Definitions

Data
Our aim is to understand whether management ability affects firm performance during crisis terms. Therefore we look at firms and their performance during 2008 crisis and the following years. For the empirical analysis we obtain data from 2008-2011 annual Compustat / CRSP merged database. Our independent variable is managerial ability, which is based on the measure presented by Demerjian, Lev and McVay (2012) . Our sample is based on 2344 firms. The entire population of firms is approximately 4023 firms. The gap between the entire firm population to the firms with sufficient data to calculate the managerial ability measure is due to some missing variables included in the DEA efficiency estimation. Some of the tests are performed with higher number of observations that is the maximum number of observations with no missing values.
Measurement of variables
In this section, we describe the measurement of the three sets of variables used in the analysis: (i) the dependent variables i.e. firm performance, investments, resources, information asymmetry, (ii) the main independent variable i.e. management ability measures, and (iii) the control variables.
Dependent variables
As proxies for firm performance, we use both market-based measures, such as crisis returns, and accounting-based measures, such as return on assets and return on equity.
The measures we explore and explain are a group of performance measures which are divided into three groups. The first group is operational driven and refers to the returns during crisis terms. The related measures are the holding period return 
Main independent variables
We use two measures of management ability and present the opportunity of using firm efficiency to assess managerial ability within industries. The first step requires the estimation of the DEA efficiency as the ratio of outputs over inputs using the following optimization problem:
In equation ( The rank of residual (R_resid_efficiency) of the equation (2) it to analyze performance at crisis terms. Based on these results we conclude that firm efficiency could be used to assess managerial ability. As an alternative managerial ability measure we conducted the decile rank of historical returns (R_Historical_Ret) which is our proposed second measure of ability. Historical return is the five-year historical value-weighted industry adjusted return (from year t-5 to year t-1).
Control variables
We would like to eliminate all size related affections. For this purpose we use the common control variables of leverage, size and market-to-book. Leverage ( (table 7) we use three lagged variables for the returns and respective three lagged variables for the return on equity and return on assets.
Empirical results
Descriptive Statistics and Correlation analysis
Descriptive statistics for the dependent variables, main independent variables and the control variables are in Table 2 . In general our results support our main hypothesis that better able managers perform better during the crisis term. Managerial ability is positively correlated with mostly all of the operational, and resource based firm performance measures. Correlation coefficient estimates are stronger for the historical returns managerial ability measure.
Multivariate analysis
In this section we draw the methodology of our multivariate tests, discuss the empirical methodology used to test the hypotheses presented in Section 2 and report the results. In Section 4.2 we discuss the measures taken to quantify the influence of managerial ability while in Section 5 we present the robustness check relating to the definition of the crisis period and the respective returns.
Our hypotheses are aimed to test the relation between managerial ability and firm performance, assuming positive relation between managerial ability and firm performance. Our results are classified into groups, upon the nature of the tests, as mentioned in section 2.2. of the relation is 0.005, with t value of x (significant at 5% level). In column (2) of Table 3 we present a regression analysis with an additional control variable of lagged returns for each firm. In this test, the relation between the managerial ability and the return is slightly higher compared to the previous one. It is 0.006 (with t-value x, also significant at 5% level).
The second part of Panel A in Table 3 reports the regression results of the return on equity (Crisis_Roe) during crisis term. The relation between managerial ability and 2008 Roe is 0.019 with t-stat of x (significant at 1% level). Adding the additional control variable of lagged return on equity indicated by Lag1_Roe has a lower value, which is 0.16, between the rank of residual efficiency and crisis Roe (but it still remains significant at 1% level). We see that deflating the returns by equity, thus, taking into consideration the equity of the firm enables us to better understand the importance of managerial ability even more clearly.
Finally in Table 3 Table 3 we present additional test including lagged returns for each firm as a control variable. In this test, the relation between the managerial ability and the return is a bit higher compared to the previous one, 0.007 (significant at 1% level) compared to 0.006.
In the second set of estimations of Panel B in Table 3 we report the regression results based on return on equity (Crisis_Roe) during crisis term. The relation between 2008 Roe and the rank of historical returns is 0.024 (significant at 1% level).
Adding lagged returns in the same regression test we obtain a lower coefficient value of the relation between managerial ability and return on equity that is 0.19 (but it also remains significant at 1% level).
The last set of regression analysis of the relation between managerial ability and returns during the crisis terms includes the test of return on assets (Crisis_Roa) as the main dependent variable and its relation with historical returns. When taking into account firm size, measured via total assets, the correlation of rank of residual ability with Roa is 0.014,sigificant at 1% level, and by adding lagged Roa, we obtain again, a lower level of estimate with crisis Roa, which is 0.009 (also significant at 1% level).
Based on the tests presented in table 3 we conclude that managerial ability, measured either via rank of residual efficiency or rank of historical returns, is important in generating returns by all means, raw returns, returns on equity and returns on assets. The following tests are designed to increase the validity of these tests and emphasize the importance of managerial ability to firm performance during crisis terms.
Our next tests examine the relation between managerial ability and various aspects of capital expenditures and investments during crisis terms.
The second group of hypotheses relate to capital expenditures, resources and the ability to obtain debt. We test whether there is a relation between managerial ability to capital expenditures and the ability to raise debt to comply with firm activity and necessity. Table 4 relates to the first second group of hypotheses, which refer to capital expenditures during crisis. We argue that firms with better managers, in other words, firms with higher management ability, suffer less in crisis terms and therefore continue their pattern of investments. The continuation of the investment pattern is important for the ongoing activity for the short term and enables maintaining or increasing revenue level in the long run. It is as if, firms with higher management quality invest more than the firms with lower managerial ability. Also firms with higher management quality managers tend to invest more in projects with positive net present value projects than firms with less able managers.
The multivariate test of the relation between managerial ability expressed via residual efficiency and crisis capital expenditures for the year 2008 supports and confirms the positive relation. The multiplier of the managerial ability is 0.004 with tstatistic of x (significant at 5% level). The second measure of managerial ability, historical returns, is also positive, 0.007, with significance level of 1%. Again, the importance of managerial ability during crisis is not doubtful when looking at our results since more efficient managers tend to invest more in new projects which as a result will enhance their firms' performance and profitability. Columns (1&2) of Table 5 present the relation between managerial ability and crisis resources. Both measures of managerial ability rank of residual efficiency and rank of historical returns respectively are positively correlated with crisis resources.
The relation between the first measure of managerial ability, rank of residual efficiency, and crisis resources is 0.015, with significance level of 1%. When using the alternate measure of managerial ability, the rank variable of historical returns, we get a higher positive relation, which is 0.027, which is also significant at the 1% level. This is evidence that firms with higher managerial ability have higher level of capital resources which in turn enables them to invest them in new projects.
Besides Crisis resources we also examine Debt issuance during the crisis period and report the results of our findings in columns (3-8) of Table 5 . This second set of test relates the reason of debt issuance. One possible difference in the level of debt issuance can be the profitability of firms. Firms with higher profitability generate more cash resources and may not need to issue debt compared to the firms with lower level of profitability need. To examine this relation we separate the sample firms into two sub-samples, firms of high profitability and low profitability. Looking at the entire sample, the relation between managerial ability based on residual efficiency and crisis debt is negative (-0.001) and not significant. However, when splitting the sample into two, one with the firm with the higher profitability and the other one with the rest of the firms, with lower profitability, we understand the reason for the negative relation in the earlier test. The firms with the higher profitability had negative relation between managerial ability and debt, while the firms with lower profitability had positive relation between managerial ability and crisis debt. More profitable firms had relation of -0.006 between managerial ability and crisis debt, with t-stat of x (significant at 5% level) and the less profitable firms reported an estimate of 0.004 with t-stat of x (significant at 5% level). The reason of the negative sign of the more profitable firms is that these firms generate cash flow from operations and do not need to raise debt while the second sub-sample with the less profitable firms need to raise additional cash for operating activity and investment, thus, they turn to raise debt during crisis term. While examining managerial ability through the measure of historical returns the results are a bit different. The relations between historical returns and debt issuance are positive for the entire sample and for the two sub-samples.
Looking at the entire sample, the relation is 0.008 (significant at 1% level), for the high group the relation is 0.009 (significant at 1% level) and for the low group it is 0.006 (significant at 5% level). Though all values are positive, we see slight difference between high to low sub-samples, indicating higher level of debt at the high performance sub-sample. Based on the rank variable of historical returns there is no indication of the relation between managerial ability and generation of operating resources for investment purposes. That is a conflicting result and we assume that this is due to our alternative managerial ability measure since there must be some noise of error.
Using the tests provided in Tables whereas the relation coefficient with rank of historical returns is -0.013 which remains significant at 1% level. There is a higher relation between our second measure of managerial ability, the rank of historical returns. Results demonstrate that the higher the management ability is, the lower the value of the dispersion of returns is, which is in line with the asymmetric information literature.
The analysis of the second measure of information asymmetry supports the information asymmetry theory in a similar manner. The relation coefficient of the rank of residual returns with mean of bid-ask spread is (-0.0002), with t-stat of x significant at 10% level. The same result holds after we include in the test the additional control variable of lagged mean of bid-ask spread. As far as the coefficient estimate of the rank of historical returns is (-0.0004), with t-stat of x, significant at 1% level, and -0.0003 in the test with lagged variable (also significant at 1% level). Once again the results are stronger using the rank variable of historical returns as the main explanatory variable rather than the rank of residual efficiency. Our results confirm our hypothesis which supports that the higher the managerial ability is, the lower the dispersion of the bid-ask spread is. The value of the one period lagged variable of mean bid-ask spread is approximately 2.1 and significant at 1% level in regressions, the one based on residual efficiency and the one based on historical returns. These results support the persistency of the bid-ask spread variable.
Finally we report the results of the association between the number of analysts and managerial ability. We expect the relation to be higher as the firm is more efficient, trustable with more reputable managers. This implies that the higher the management quality is, the higher the number of analysts covering the firm. Bart, Kasznik and McNiholas (2001) find that analyst coverage is increasing in firm size, growth, trading volume, equity issuance and perceived mispricing, and is decreasing in the size of firm's analyst' brokerage houses and the effort analysts expend to follow the firm. We do find positive relation between managerial ability and the number of analysts publishing firm forecasts.
The relation coefficient of the rank of residual efficiency with number of analysts is 0.006 but it is not significant. We repeat the same test by adding the lagged variable of the number of analysts with a coefficient of 0.001 (which still remains insignificant). The value of the one lagged variable of the number of analysts is statistical significant at 1% level with coefficient estimate of 0.703. This result reinforces the stability of analyst coverage over the years.
Panel B of table 6 is based on rank of historical returns. The relation coefficient of the rank of historical returns is -0.004, with t-stat of x, significant at 1% level, and -0.013 in the test with lagged variable (also significant at 1% level).
The overall results present higher relations between the measures of information asymmetry and managerial ability, expressed by rank of historical returns, compared to the residual efficiency. Based on the three measures of information asymmetry tests, we conclude that managerial ability decreased the information asymmetry measures during crisis terms, and this fits the overall notion of the significant contribution of managerial ability to firm performance.
Robustness Analysis
The definition of the crisis period is challenging. A careful analysis is essential to ensure that we do capture the crisis term in a way that the entire effects are included but the period is not too long, since we wish to isolate crisis term only. As we explain in the introduction, we have chosen the year 2008 for the analysis. However, we had some doubts whether this is the accurate year of measure. Therefore, we made a robustness test with respect to the returns, return on equity and return on assets, our and now we perform additional analysis in order to take into account the impact of the pre-crisis period firm specific characteristics. We expect that better management quality firms are less overvalued compared with firms with worse management quality, thus, the results could be driven by the level of firm valuation during the precrisis period. Also firms with more able and efficient managers operate in less risk projects during the pre-crisis period compared with firms with less able managers who invest in more risky projects. We expect that the last category of firms is more likely to underperform during the pre-crisis period with this effect to be stronger even during the crisis period that is the year of 2008. Also firms with greater agency problems are also more likely to underperform. Thus we re-run our basic regression model of Table 3 after including control variables that capture the degree of firm misvaluation, risk and agency problem. Table 3 reports the results of our multivariate tests of the relationship between crisis returns, in their three form-return, Roe and Roa and managerial ability. We find that managerial ability has positive relation with returns, measured either via holding period return, Roe and Roa. Table 7 reports the results of our robustness tests.
Looking at crisis returns, with additional control variables, the managerial ability expressed via rank of residual efficiency contributes positive significant affect. The first set of tests in Table 7 presents the relation between holding period crisis returns and managerial ability after taking into account additional control variables which capture the impact of misvaluation, risk and information asymmetry. We have added the following control variables: the Lag1_return (lagged returns in previous period), Lag2_return and Lag3_return, of the previous years, volatility and agency index.
There is a positive value of the relation which is 0.004, with t value of x (significant at 10% level). The effect of the efficiency receives higher validity since in this test we have included the additional significant control variables. Panel B of Table 7 reports the coefficient estimates of the rank of historical returns as the main explanatory variable. This test has the same control variables as the regression with the rank of residual efficiency. The relation between the rank of historical return and the crisis return is 0.007 (significant at 1% level).
Tests with respect to crisis return on equity and crisis return on assets are in the same direction and present positive relation between managerial ability and returns, by all means. Panel A of Table 7 shows that the relation between rank of residual efficiency and crisis Rpe, with same control variables described herein above is 0.015 (significant at 1% level). In Panel B we present the relation between rank of historical returns and crisis Roe, with the same control variables, which is 0.021 (significant at 1% level). The results of the regressions with crisis return on assets present the same behavior of crisis returns. The relation between rank of residual efficiency and crisis Roa is 0.009 (significant at 1% level) and the relation between rank of historical returns and crisis Roa is 0.013 (significant at 1% level).
As a whole, table 7 presents the robustness of our tests to the definition of the crisis term. It also presents higher relations of the rank of historical returns with crisis returns (raw returns, Roe and Roa), compared to tests with rank of residual efficiency.
Summary and Conclusions
The quality of firm management plays a major role in investment decisions.
Measuring managerial ability gained a lot of attention in the last decade, in two aspects-with respect to the measures itself and the effect of managerial ability on firm performance. It might be that managerial ability is a missing factor in determining firm value. In this paper we attempt to solve the puzzle of the impact of managerial ability of firm performance during crisis terms. Thus, we focus on partial terms in the lifecycle of business, which have exogenous initiation in the way of crisis term. The focus of this paper is the recent major financial crisis of 2008.
Our main findings support our general hypothesis of positive relation between managerial ability and firm performance. Based on the measure of Demerjian, Lev and McVay (2012) , which we test and reestablish with the recent 2008 data, we find positive relations between managerial ability and firm performance in three main measures-returns, resources and asymmetric information. We find positive correlation between managerial ability to firm returns, return on assets and return on equity during crisis terms. During crisis term, firms with higher managerial ability utilize their resources, debt and capital expenditure in a more efficient way compared to lower managerial ability firms. The measures of information asymmetry, standard deviation of the returns, mean bid-ask spread and number of analysts that publish forecasts on the firm, also indicate the effect of managerial ability on lowering information asymmetry. Aside to managerial ability, the lower level of information asymmetry as indicated in our tests may be one of the reasons for the higher returns and the more efficient utilization of capital resources, as presented in this paper. Table 4 This Table 5 This Table 6 This table reports the coefficient estimates of information Asymmetry on the rank variables of managerial ability. Panel A of Table 6 reports the coefficient estimates of the rank of residual of efficiency (R_Resid_Efficiency) and Panel B of Table 6 the coefficient estimates on the rank of historical return variable (R_Historical_Ret). We report the estimates of Return Standard deviation (Ret_Std), Mean Bid/Ask Spread (Mean_ba) and the logarithm of 1 plus the number of analysts (Ln_Numest). T-statistics are presented below the coefficients and all regressions include industry fixed effects (based on Fama-French 48 industry classification). All variables are winsorized at 1%. The significance is designated by '*** 'at 1%, '**' at 5% and '*' at 10%. Table 7 This 
Dependent Variables
